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What Does New Audit Standard SAS No. 99,
Consideration of Fraud in a Financial Statement
Audit, Mean for Business and Industry Members?
A new fraud audit standard, effective for
audits of periods beginning on or after Dec.
15, 2002, has been issued by the Auditing
Standards Board. The board believes the new
standard will result in a substantial change in
auditor’s performance and thereby improve
the likelihood that auditors will detect material
misstatements due to fraud in a financial
statement audit. Given the nature and extent
of the new procedures, management should
plan to provide auditors with more information
and open themselves up to more extensive
fraud-detection procedures.

Public

How will SAS 99 affect industry
members?

A c c o u n ta n ts

The fight against fraud begins with strong
anti-fraud programs and controls that
management should have in place to prevent
and deter fraud. It continues with the auditor.
The new SAS contains an exhibit outlining
the types of controls and programs that the
auditor will be looking for. Depending on the
existing control structure, management
probably will need to implement stronger
anti-fraud programs and controls. Such mea
sures should provide numerous benefits to the
organization, as noted later in this article.
Even though the new SAS is not
effective for your upcoming audit, your
auditors may choose to early-adopt the SAS.
In any case though, it is good business to start
thinking about fraud deterrence now. Some of
the new audit procedures that you can expect
to see include:
• Querying management about its views on
fraud risks, knowledge of any known or
suspected fraud, the method for communi
cating to employees its views on business
ethics, and how it monitors anti-fraud
programs and controls.

• Broadening the range of information used
to assess risks of material misstatement
beyond what is defined in SAS 82 (for
example, increased inquiries, brainstorming
and analytical procedures).
• Developing an appropriate response to
each fraud risk identified in the assessment
which may include, among other activities,
increased review of inventories and
revenue recognition, as well as performing
surprise audits.
• Performing additional procedures responding
to the risk of management override of
controls, such as scrutinizing journal
entries, accounting estimates and unusual
transactions. (Remember, this is how many
of the recent high-profile frauds took place
— “above” the internal control system.)
• Assessing the organization’s programs and
controls to address fraud risks. Note that to
assist auditors (and management), SAS 99
will include an exhibit of anti-fraud
programs and controls. This exhibit, which
has been prepared in cooperation with other
organizations, provides a framework of
programs and controls to reduce financial
statement fraud. In the near future, the
AICPA will work with corporate America to
outline a definitive set of anti-fraud criteria
and controls as well as enhance existing
attestation standards for CPAs to review and
report such criteria to the public.

Benefits to Be Realized by
Management
By having in place strong programs and
controls that are intended to prevent and
deter fraud, an organization should realize
the following benefits:
• Save 2% to 3% of revenues normally
continued on page D3
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Congratulations to the Winners of the 2002 AICPA Hall of Fame Inductees
The AICPA and Ajilon Finance (formerly
AOC) are proud to announce the winners of
the 2002 AICPA Business and Industry Hall
of Fame Award. The induction ceremony
took place at the AICPA’s National Industry
Conference held in New Orleans on Oct. 18.
Each year, up to five individuals are
selected to enter the Hall of Fame. The
Hall of Fame honors CPAs who provide
insight and vision to their respective orga
nizations, understand all facets of their
enterprise, and demonstrate the leadership,
commitment and strategic management
savvy necessary to help their organizations
meet even the most daunting challenges of
today’s dynamic market conditions.

This year, four winners were inducted
into the Hall of Fame. They are:
Don L. Blankenship, Chairman,
President and CEO of Massey Energy
Company in Matewan, W.Va., is the fifth
largest coal company in the United States
with 2001 annual sales of more than 1.2
billion dollars. Mr. Blankenship graduated
from Marshall University with a degree in
Accounting. He was the recipient of
the 1999 Marshall University “Most
Distinguished Alumni” award and was also
inducted into the Tug Valley Mining
Institute Hall of Fame. Mr. Blankenship
serves on the board of directors of the
National Mining Association, the Norfolk
Southern Advisory Board and the board of
advisors of the Mary Babb Randolph
Cancer Center of West Virginia at West
Virginia University.
Vernon D. Evans is the Executive
Vice President — Finance and CFO of the
Dallas/Forth Worth International Airport
Board. Mr. Evans oversees all of the
Airport’s financing activities, including the
financing of the complex $2.6 billion
Capital Development Program. Vernon
Evans has also held the position of

Director of Audit Services at the Airport
since 1986 and has been in the accounting
field
since
1976.
Prior
to
coming to DFW, he was the Director of
Internal Audit for the Fort Worth
Independent School District and an audit
manager with the public accounting
firm of Ernst and Whinney. Evans
earned both a Bachelor of Business
Administration and Master of Business
Administration from the University of
North Texas in 1972.
Larry Weber, Executive Vice
President and CFO of Bauer Built, Inc. in
Durand, Wis., began working for Bauer
Built, Inc. in 1970 and led the initial devel
opment of its information and financial
reporting systems. He became Executive
Vice President and CFO in 1998 and has
played a vital role in leading this company
to become one of the largest independent
tire dealers in North America. Weber
also implemented an Employee Stock
Ownership Plan in 1990 that resulted in
employees going from no ownership to
having a 20% beneficial interest by
year-end 2002. He served as president of
the Wisconsin Institute of CPAs from
1993-1994 and was an AICPA Council
member from 1992-1993. He is the current
chairperson of the Board of Directors at
the University of Wisconsin Eau Claire
Foundation and serves on the Investment
Committee on the UW-Eau Claire
Foundation.
Joseph T. Wells is the founder and
Chairman of the Association of Certified
Fraud Examiners in Austin, Tx. Mr. Wells
graduated from the University of
Oklahoma with a bachelor’s Degree in
Business Administration, and spent two
years on the audit staff of Coopers and
Lybrand. In 1972, he was appointed a
Special Agent of the FBI, specializing in
the investigation of white-collar crime and

assisted in nearly 200 criminal convictions.
In 1981, Wells left the FBI to form Wells &
Associates, a consulting group of criminol
ogists dealing with fraud detection and
deterrence. In 1988, he assumed his
current post. In addition to his administrative
duties, Wells writes and lectures to profes
sional groups on white-collar crime issues.
For the last four years, he has been named
to Accounting Today magazine’s list of
“The Top 100 Most Influential People in
Accounting.”

Honorees were selected based on their
ability to:
• Create value by managing technology
and resources.
• Lead by example and commitment.
• Provide vision using knowledge of broad
business issues.
• Understand business issues beyond the
numbers.
• Effectively manage shareholder and cus
tomer expectations.
• Champion new methods and solutions.
• Inspire and motivate others to
excellence.
All nominees must be a CPAand
nominated by someone in their peer group.
The panel of judges who selected the
winners were: David Blansfield, Publisher,
Business Finance Magazine; Doug Haag,
Executive Vice President-Finance, Premier
Aluminum Inc. (one of last year’s winners);
and Bob Mahan, CFO Ajilon Finance.
Ajilon Finance has sponsored the Hall
of Fame for the past four years. They are a
leading financial staffing and recruiting
specialist with more than 500 offices
throughout North America, Europe and
Asia Pacific.
For more information about the
AICPA Business and Industry Hall of
Fame, call 212/596-6157 or e-mail
halloffame@aicpa.org.

Published for AICPA members in business and industry. Opinions expressed in this CPA Letter supplement do not necessarily
reflect policy of the AICPA.
Pamela Green
John Morrow
Ellen J. Goldstein
supplement editor, project manager
CPA Letter editor
Vice President, New Finance
212/596-6034; fax 212/596-6025
212/596-6085
212/596-6112
e-mail: pgreen@aicpa.org
e-mail: jmorrow@aicpa.org
e-mail: egoldstein@aicpa.org
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lost to fraud — Per the 2002 Report to the Nation on
Occupational Fraud and Abuse (Association of Certified Fraud
Examiners), companies lose 6% of revenue to fraud. Fraud
prevention was found to reduce that figure by between 30% and
48%. Therefore, fraud prevention measures could save organi
zations 2-3% of revenues. Note that these estimates show only
a portion of the true picture as most fraud is never reported.
Enhance market value — A 2002 McKinsey & Company
survey1 indicated that by moving from worst to best in corporate
governance, companies could expect to see a 10-12% increase
in their market values.
Reduce federal penalties — Under the Federal Sentencing
Guidelines, there is a 40% reduction in penalties for companies
using due diligence in implementing programs to detect and
prevent violations of law.
Reduce audit fees — More audit work now required under
SAS 99 generally translates into higher fees. Organizations
looking to reduce, or at least hold the fine on, audit fees should
focus on establishing and managing strong anti-fraud programs
and controls to mitigate fraud risks and provide external audi
tors a foundation of existing controls for audit planning reliance.
Prevent civil lawsuits — Many times employees who
experience issues in the workplace first try to resolve these
issues internally. If their complaints are ignored, employees
feel compelled to go to an outside advocate. That could be a
private attorney, government regulator or news agency.
Giving employees an internal outlet can solve problems
without the event becoming public knowledge or an issue for
the courts. (Refer back to the September 2002 supplement
for the “Ethics Decision Tree for CPAs in Business and
Industry” for a methodology.)
Recover more of the loss — According to a recent study,
only 60% of organizations carry necessary fraud insurance
and for those that did, 49% of them recovered only 0-25% of
the original loss2. Prevention, by its nature, would have saved
the entire loss.
Maintain a positive brand image — Recent events illustrate
the devastating effects to an organization of even the hint of
fraudulent financial statement reporting. Through appropriate
prevention measures, an organization’s image can remain intact.

How a Company Can Reduce Fraud
The risk of fraud can be reduced through a combination of prevention,
deterrence and detection measures. However, fraud often is
difficult to detect because it often involves concealment through
falsification of documents or collusion. Therefore, it is important to
place a strong emphasis on fraud prevention, which may reduce
opportunities for fraud to take place, and fraud deterrence, which
could persuade individuals that they should not commit fraud
1McKinsey Quartely, A premium for good governance,” 2002 Number 3.

2002 Report to the Nation on Occupational Fraud and Abuse (Association of
Certified Fraud Examiners).

because of the likelihood of detection and punishment. Moreover,
prevention and deterrence measures are much less costly than the
time and expense required for fraud detection and investigation.
Anti-fraud programs and controls, as discussed in the SAS 99
Exhibit, include the following key elements:
• Create and maintain a culture of honesty and high ethics.
The ethical culture needs to be set by management through their
daily words, but more importantly, their actions. Therefore, the
organization’s value system requires not so much a written code
of conduct (which is important as well) but a daily, consistent
adherence to these values. Companies should also clearly
communicate their ethical values, decision-making processes
and codes of conduct to all employees so they may be empow
ered to make appropriate ethical decisions even when they are
far from headquarters or confronted with a new dilemma.
• Evaluate the risks of fraud, and implement risk mitigation.
Fraud risk assessment should be part of a more enterprise-wide
risk monitoring process but can also be done separately. A
collection of fraud risk factors are included in SAS 99 and are
segregated into the areas of fraudulent financial reporting and
asset misappropriation. Based on the assessed risks, a response
is developed which may include preventative controls (reducing
the opportunity to commit fraud), mitigation controls (reducing
the impact of the potential fraud), or transference (selecting
appropriate fraud insurance such as a fidelity insurance policy).
• Develop an appropriate oversight process. Internal and
external parties need to oversee the risk of and responses to
fraudulent financial reporting. Although the entire management
team shares the responsibility for implementing and monitoring
these activities, the entity’s CEO should initiate and support
such measures. In addition, the entire organization should adopt
a level of fraud awareness similar to a “neighborhood watch”
program. Employees should have a means to communicate
wrongdoing without fear of retribution as tips from employees
are still the number one way fraud is uncovered. Further,
independent verifications by internal and external auditors help
to ensure controls are operating effectively. Such reviews
should be reported directly to the audit committee. Coupled
with follow-up work to suspected wrongdoing, these reviews
send a strong deterrent message throughout the organization.
Oversight needs to take a tiered approach so that override at any
given layer, including the CEO, may be identified and properly
handled. The top layer of this oversight process is reserved for
the audit committee who must ensure top management upholds
its responsibilities to the organization.

Handbook on Fraud Prevention
Developed specifically for CPAs working in business and
industry, The CPA’s Handbook of Fraud and Commercial
Crime Prevention (No. 056504CPA11) is a valuable
reference designed to help CPAs manage the risk of fraud.
Price: $180 member/$225 non-member.
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Take Charge of Your Career Using the AICPA’s New Competency
Self — Assessment Tool (CAT)
On October 11, the AICPA Competency Self-Assessment Tool
(CAT) went live on CPA2biz as a major deliverable to our members.
The CAT is an on-line tool that will help you make an assessment
of your knowledge, skills and attributes (competencies) in four
major categories:
Personal Attributes: The characteristics which enable the
CPA to attract others to well-reasoned and logical points of view
and to effectively communicate with others.
Leadership Qualities: The skills that allow the CPA to
assume a position of influence by assembling and leveraging a
variety of resources that address problems and opportunities
throughout an organization.
Broad Business Perspective: The body of knowledge that
encompasses an understanding of your own organization, its
industry and practices and their applicability to your organization.
Functional Specialty: The technical skills that CPAs possess
and which form the basis for their understanding of the organization
form their unique perspective.
Within the categories are the competencies along with
descriptions of the behaviors for each competency at the basic,

intermediate and advanced levels. After you assess your competencies
against a composite position profile, the tool will identify your
skills gap and then suggest learning activities for you to help close
those gaps. You can access the CAT from the following link
http://www.cpa2biz.com/CPEConferences/CAT.htm.
We are very excited about the CAT because it has been
underway for a long time. More than four years ago we released a
similar tool, but because the technology was not as flexible then as
it is today it was difficult for us to keep that tool updated on a
cost- effective basis. Also, this is a significant deliverable for all
AICPA members that started as an effort to create programs,
products and services for CPAs in business and industry.
Your professional development is very important, and as your
professional organization the AICPA takes its role very seriously.
Members and their colleagues are encouraged to use this tool
(there is a modest $49 per year subscription for non-AICPA
members). We look forward to hearing your comments on the tool.
Write to BusIndNews@aicpa.org and put “CAT” in the
subject line.

